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ABSTRACT 

This profile summarizes the responses of 20 managers 
of rural business incubators^ reporting on their operations^ entry 
and exit policies, facility promotion^ service arrangements and 
economic development outcomes. Incubators assist small businesses in 
the early stages of growth by providing them with rental sr??ce/ 
shared services^ management and business assistance, and an 
entrepreneurial environment. The number of U.S. business incubators 
has increased from 40 in 1983 to 271 in March 1988, the majority of 
them being in smaller rather than larger urban areas. Findings show 
ac :lemic institutions managed 55% of all rural incubators, with 
nonprofit organizations accounting for another 40/{. Entry policies 
for rural incubators are similar to those for incubators nationally. 
Half of the facilities had formal exit policies. Rural development 
rates, measured in occupancy and incubator milestones, were lower 
than national averages. Recruitment of entrepreneurs is a problem 
facing all incubators, but especially for rural projects. The most 
effective recruitment method reported was individual contact. 
Assistance most used by tenants were accounting, marketing, business 
plans, and government grants and loans. Services were paid for using 
tenant reimbursements, donations, and professional fee reductions. It 
is concluded that, while incubators contribute to community 
development, the process has been slow and risky. Rural educational 
institutions are taking a disproportionate part of this risk and 
their continued involvement in incubator development is crucial. 
Subsequent research must resolve policy and management questions 
concerning strategies for incubators. The paper includes tables, 
endnotes and a sample list of rural incubators. (TE?) 



^ Reproductions supplied by EDRS are the best that can be made ^ 
^ from the original document. X 
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INTRODUCTION 



The number of business incubators in the United States has grown from 
40 in 1983- to 271 as of March 1988. Business incubators assist small 
businesses in the early stage of growth by providing them with rental 
space, shared office services, management and business assistance, and a 
creative entrepreneurial environment. Approximately 60 percent of 
incubators are located In urban areas, 23 percent in suburbs, and 17 
percent in rural areas. The majority of incubators are located in smaller 
rather than larger urban areas; 44 percent of all incubators are located 
in cities with less than 30,000 population (1). Approximately 40 
incubator facilities are located In rural areas, those communities with 
less than 23,000 population in non-metropolitan areas. 

Incubators are an important economic development tool for new firm 
start ups in rural areas. Edward J. Malecki has identified four important 
factors which Influence new firm formation, availability of start up 
capital, entrepreneurial climate, information networks, and Innovation. 
According to Malecki, rural America possess some but not all of the 
factors that foster high rates of growth and faces shortages in other 
areas (2). While many rural communities face certain disadvantages in 
incubator development, including a limited entrepreneurial pool, 
availability of public and private capital, and public and private 
infrastructure (3), incubators can be an important component of a local 
strategy for new firm formation. Incubators increase the availability of 
start-up capital through formation of seed capital funds, act as a source 
or the sole source of entrepreneurship in rural communities, develop 
business enterprise networks which function as information networks for 
entrepreneurial development, and promote business innovation. The purpose 
of this study is to profile the business incubator industry in rural 
areas . 



Rural Incubator Profile 



This profile summarizes responses of a sub-sample of 20 incubator 
managers reporting on the operation of their facilities. These 
individuals operate incubators in communities whose population ranges from 
1,685 to 35,863. All communities are located in a non-metropolitan area 
(4). The sub-sample was drawn from data collected on 127 facilities in 
national study of the business incubator industry conducted by David N. 
Allen and Mary Ann Dougherty. The purpose of the national study was to 
examine the state-of - the-industry general practices and trends across 
Incubator facilities. 
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The profile examines the information organizational arrangements, 
entry and exit policies, developmental process, service and assistance 
arrangements, facility promotion, and economic development outcomes of 
rural incubators. Results of the national sample are presented with the 
rural data where appropriate (5). 

Organizational Arrangements 

Incubators are owned and/or operated by universities and other 
educational institutions, non-profit organizations, private for-profit 
corporations, public entities and public/private partnerships. 

Table 1 

Type of Ownership and Operation 

(N-20) (N-127) 

Ownership and Operation Rural Incubators* National ??!nple 

For- Profit 0% 25% 

Nonprofit ^0 ^2 
Public -Private 

Partnership 5 |° 
Academic 55 

★Percentages refer to incubator ownership for rural incubators and for a 

cross tabulation of ownership and operation for the national sample. 

As shown in Table 1. academic institutions owned and managed 55 
percent of all facilities in rural areas with nonprofit organizations 
accounting for 40 percent. Five percent where public/private partnerships 
and none of the facilities reporting were private for-profit entities 
Educational institutions including universities, community and technical 
colleges own and operate a far larger percentage of incubators in rural 
areas than nationally. Private for-profit incubators are under- 
represented in this sample. An earlier study reported that 17 percent ot 
rural incubators w^re owned and operated as private for-profit facilities. 

Entry and Exit Policies 

Kntry policies are similar for most rural incubators in terms of the 
typos of firms that would be considered for adipission to the facility. 

Table 2 

Types of Business Acceptable for Admission 
(N-20) 

Tvpps of Business frequency Percentage 

Lif.Ut Manufacturing 
Coininorci.ilized High-Tech Products 
Rosea rch «iul Development 
Service-Orionled 
Mail Order 
Nonprofit 
Uliolesale 

Heavy Manufacturing 
Retailing 



18 


90 


1/ 


»b 


16 


80% 


13 


65 


9 


45 


8 


40 


6 


30 


5 


25 


3 


15 
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As shown in Table 2, most rural incubators accepted "high value" 
businesses including light manufacturing, high-tech, end research and 
development firms. Over half of the facilities also accepted service- 
oriented firms which can be an important component of local rural 
economies (6). Entry policies for rural incubators are similar to those 
for incubators nationally. 

Half of the facilities have formal exit policies. The most important 
factor for determining exit from the facility was length of occupancy. 
Forty percent of those facilities with a formal exit policy, based the 
policy on length of occupancy. Number of employees, business profits, and 
space and facility needs, were not important determinants of exit policy. 
Twenty-five percent of the facilities had an "implied" exit policy based 
on a graduated rent structure which was used to encourage tenants to 
relocate . 

Developmental Process 

The national study addressed two aspects of the incubator development 
process, achievement of incubator milestones, and occupancy rates. 
Incubator milestones were measured in terms of the number of months from 
the incubator's initial start-up plan to the grand opening, initial space 
preparation, first tenant, shared support services provided and 
professional services provided. Only occupancy rates are reported for the 
rural facilities. 

Occupancy rates were measured at different points in time, opening 
day, 6 months, 12 months, 18 months, 2 years, 3 years, and 4 years. 
Thirty-five percent of the incubators reported no tenants on opening day. 
This rate is higher than the national average of 25 percent. The average 
amount of leasable space on opening day was 24.5, with 3 facilities 
reporting 100 percent pre-leased. By the end of 18 months the median 
percentage of leased space was 50 percent. Table 3 presents summary data 
on the percent of leasable space occupied by tenants in the incubator over 
time. In general , development rates for rural incubators lag behind 
national averages. 



Table 3 



Percent of Space Leased Over Time 
(N-20) 



Categ^ory 



Mean 



Median 



Std. Deviation 



Opening Day 
6 Months 
12 Months 
18 Months 



2 Years 

3 Yea IS 

*» YiMfS 



19 
19 
16 
15 
8 
7 
4 



32.9 
41.9 
56.0 
57.0 
60.0 
53.8 
86.2 



10 
30 
50 
50 
60 
50 
90 



52.5 
34.8 
26.4 
25.5 
23.8 
31.5 
17.0 
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Facility Promotion 

One of the most common problems facing incubators is recruitment of 
entrepreneurs. This problem is especially critical in rural areas. In a 
previous study of rural incubators (7) incubator managers identified a 
lack of clientele and entrepreneurial pool for new business start-ups as 
the major challenge facing the incubator. In the study, respondents were 
asked how they promoted the incubator, and how tenants found out about the 
facility. Individuals were asked to rate the effectiveness of brochures 
or pamphlets, television and radio advertising, mass media coverage, 
public speaking engagements, and individual contacts and networking, for 
the development of support for the facility. By far the most effective 
method for building support for the incubator was the use of individual 
contacts and networking techniques. Television and radio advertising was 
viewed as the least effect measure of promoting the incubator, and mass 
media coverage, public speaking engagements, and the use of brochures and 
pamphlets was viewed as moderately effective. On average respondents 
spent 15 percent of their time on promotional activities. 

Respondents were also asked to rate the effectiveness of various 
methods of tenant recruitment. The informal external network of the 
incubator was reported to be the way that tenants most often found out 
about the facility. Eighty five percent of the managers stated that 
tenants mostly or most often found out about the incubator through 
informal external networks. Potential tenants were least likely to find 
out about the incubator through conventional advertising sources. These 
findings are consistent with results from the national sample. 

Incubator Services 

The incubators offer a wide variety of shared office and business 
assistance services to clients and many services are available to the 
clients through the external service network of the incubator. Shared 
services and business assistance is often included in the rent, or clients 
pay for the service on a fee basis. In some cases, the incubator and 
tenant divide the cost of the services or services are covered in the rent 
with the client paying for the service above a certain level. Table 4 
shows the types of services available at the facilities and the method of 
c 1 lent payment for the service . Of the services provided , conference 
room, receptionist, security and business library services were most often 
included in the rent. Photocopying, word processing, and additional 
storage were most often paid as a service charge or fee. 
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Table 4 

Provision of Shared Support Services 
Provided by Incubator 
(N-20) 



Category 

(Frequency) 

Photocopies 

Office Equipment/Furniture 
Conference Room 



Included Paid Divided 

in rent as Used Cq^ 

3 15 3 

6 4 3 

16 2 2 



Receptionist 10 0 2 

Computer facilities 5 6 1 

Word Processing/Typing 6 11 1 

Security 17 0 1 

Business Library H 0 1 

Additional Storage 4 11 1 



Respondents were asked about the provision of business development 
assistance to tenants. Table 5 shows the types of business development 
assistance available at the incubators and whether the assistance was 
offered in the incubator or by an external network. Marketing, business 
plan, government grants and loans, and debt and equity financing 
assistance was most often available in-house. Accounting, marketing, 
computer training, legal services, debt and equity financing, and patent 
assistance were most often provided through extexmal networks. 

The four types of business assistance most tised by clients included 
accounting, marketing, business plans, and government grants and loans. 
Marketing and legal services were listed as the services most needed but 
not available through the incubator. 
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Table 5 

Business Development Assistance Available through Incubator 

(N-20) 

Category In-House External Network 

(Frequency) 



Accounting 


7 


15 


Harketing 


lU 


11 


Business Plans 


14 




uoinpucer irainmg 


D 




Legal Service 


1 


14 


Government Procurement 


4 


8 


Government Grants & Loans 


10 


6 


Business Taxes 


5 


9 


Equity 6c Debt Financing 


9 


11 


Patent Assistance 


4 


11 


Research & Development 


4 


7 


International Trade 


1 


8 



Table 6 present information on the method of payment for services 
provided by the external service network. The most frequent arrangements 
for the cost of externally provided assistance was tenant reinibursement 
for all costs (55 percent), donation of professional services (50 
percent), and reduction of fees by professionals (45 percent). 

Table 6 

Charges for Services from External Network 
(N-20) 



Cost Arrangement Frequency Percentag e 

Tenant Provides Total Reimbursement 11 55 

Professional Donates Services 10 50 

Professional Provides Reduced Fees 9 45 

Professional Charges Full Fees 5 25 

Incubator Provides Total Reimbursement 3 15 

Tenant ^ Incubator Divide Reimbursement 2 10 
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Economic Development Outcomes 

Incubator economic development outcomes are typically measured In 
terms of job and business creation, though other economic development 
outcomes are also important. The average number of tenants per facility 
was 6,8 with a median of 3.0 indicating that two of the larger facilities 
tended to skew this average. The average number of jobs per facility was 
46 with a mean of 33.3. Nationally the average nuisber of tenants per 
facility was 20 with a median of 10 tenants, and 169 jobs per facility 
with a median of 52. Using the average number of 6.8 and average number 
of jobs per facility at 46, the average numbev: of jobs per tenant 
business was 6.8 compared to an 8.5 national average. 

Conclusion 

This paper has presented a profile of incubators in rural 
communities. Incubators contribute to the new firm start up process 
through promotion of an entrepreneurial climate, development of 
information and business assistance networks, seed capital funds, and 
innovation f^rocess. However, incubators involve risk on the part of 
sponsoring org^*^izations. As shown in this data, and as reported in the 
national incubator study, incubator development is often a long and slow 
process. Educational institutions in rural areas are taking a 
disproportionate part of this risk, and their continued involvement in 
rural incubator development is crucial. 

How do we facilitate incubator and new business development in rural 
areas? Several policy and management questions must be addressed in 

subsequent research. 

1. What is the proper role for government (federal, state, and 
local), public and private corporations, and foundations in rural 
incubator de^^elopment? What are the best mix of services these entities 
can provide to enhance rural incubator development? 

2. What is the appropriate funding mechanism for rural incubators? 
Wlint is the proper mix of capital and operating subsidy, and how long 
should rural incubators receive public subsidy? Do rural incubators 
require greater assistance than incubators in urban areas? What is the 
appropriate basis to award public funds to rural inciibators? 

3. What is the best method to link incubator development to state 
and local entrepreneurial strategies? 

What other incubator strategies should we consider for rural areas? 

1. Are satellite centers, multi-county Incubator programs, 
corporate rartnerships , and "incubators with walls" useful alternatives. 

2. To what extent can incubators provide employment alternatives 
for displaced farmers? 
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Appendix A 
Rural Incubator Sample 



Industrial Incubator 
Atoka, OK 
Population: 3,409 

Reg. Srn. Bus. Inc. Facility 
Ahoskie, NC 
Population: 4,887 

Innovation Center 
Athens, OH 
Population: 19,743 

Columbus Enterprise Development 
Center 

Columbus, IN 
Population: 30,614 

ADVOCAP Business Center 
Fond Du Lac, WI 
Population: 35,863 

Highland Business Center 
Freeport, IL 
Population: 26,266 

Hobbs Business Incubator 
Hobbs, NH 
Population: 7,245 

Industrial Incubator 
Hugo, OK 

Population: 7,172 

Cornell Industrial Research Park 
Ithnca, NY 
Population: 28,732 

The Fenn Center 
Lock Haven, PA 
Population: 9,617 

Los Alamos Small Business Center 
Los Alamos, NM 
Population: 11,039 

Skill Center Incubator 
Marquette, MI 
Population: 23,288 
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Science & Technology Resource 
Center 

Marshall, MN 
Population: 11,161 

Meadville Industrial Condominium 
Meadville, PA 
Populatic 15,544 

UW-Stout Incubator Service 
Menomonie, WI 
Population: 12,769 

Maple City Business and 
Technology Center 
Monmouth, IL 
Population 10,706 

Bennington County Industrial 

Corpor£^tion 

North Bennington, VT 

Population: 1,685 

Noble Center for Advancing Tech. 
Okmulqee, OK 
Population: 16,263 

Soo Industrial Incubator 
Sault Ste. Marie, MI 
Population: 14 ,448 

Small Business and Industry 
Center 

Uaynesville, NC 
Population: 6,765 
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